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Fii-sl. I ~ v o u l d  like to offei- our compliments and our thanks to the Bureau for thc rigot-, 
I~CI IS.  ;1nd r1ctiic;rtioii sliowii by Bureau 1x1-sotinel i n  examining thc rnaiiy complicatcd issues 
hclbt-e It at [h is  time. The issiies i n  the proceedings noted above are not only complicated, but 
JI'V ci-tiically Impomnt  to custoiiiers o f  the lelecoiiiinunications industry. The commitment to 
s o ~ ! i i d  ; i i ial>,sis c\~ideiiccd by Bureau eniployees 1s the lkey to resolving these issues in a way that 
~ 1 1 1  ~ I . O \  idc the  intlusti-y wi th n solid basis to move into the future. 

'rllat 11Itiirc, as outlincd by Chairinan Powell i n  h i s  presentation at the Coldniaii Sachs 
( ' i ,11i l l i l tn1c~lpi3 XI Conference in October of h i s  year, embodies sListaitiable facilities-based 
coiiipctitioii. iiinovative and viahlc suppliers providi i is new services for custotncrs, sound 
baluncc slicels [:I i ~ l l o w  competition over the long-term, solid management teams capable of 

in \  t,slincnls ticcessai-y in ii i t iovatc. McLeodUSA shares th i s  vision. 
111111gtts C(Istoll1CI.s the benefits o r ~ ~ ~ ~ ~ p ~ ~ i t i ~ ~ ~ ,  and companies comrnittcd to niakjng the 

.A\cliic\ i i iy h i s  visioii tcqriii-cs ohicctive analysis. Wc cannot rcacli t i lcsc goals by 
tit irlcii iS dccIst(ms bascd on cui-rent fears ;mtl llircals. any more than the irrational exuberance of 
111~. P N  COLIICI pl-ovidc a solid footing for a coiiipetitive future. Neither a duopoly choice 
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bekween i i icunibent lelephone can-iers and cable providers, nor a riotous market where 
companies exist without regard to the valuc oftheir business plan or the strength oftheir 
m;magemenl, will adequately serve the needs of telecommunications customers. Consumers 
should be not forced to accept a future at either extreme. 

As an industry-leading CLEC, McLeodUSA presents a unique perspective on these 
cr11ica1 issues. A5 you know, we are committed to providing competitive facilities-based voice 
iwd data serviccs over the loiig term throughout our 25-state footprint: 

We have been providing competitive local services since 1994; 
We have completed a comprehensive recapitalization and are moving forward with a 
su-ong balance slicet: 
Wc Ihavc a revitalized managcment team in place with cxtensive turnaround 
cxperieiice, led by Chris Davis as Chairman and CEO; 
Wc are backed by the investment expertise ofForstmann Little & Co., which has 
invested $1.2 billion in McLeodUSA and holds a 58% ownership interest; 
We have over I million access lines in service; 
As  ol’septembcr 30,2002: 

About 46% of lines were served using McLeodUSA switching and RBOC 
unbundled loops 
About 37% of lines werc served using UNE-P 
About 17% of liiics were served using resale 

Wc have migrated approximately 250,000 access lines €rom resale or UNE-P to our 
own switches over the past 18 months. 
Wc servc over 400,000 customers, over half of which are residential; 
We generate over $1 billion i n  annual telecommunications revenue; 
Wc have investcd nearly $2.8 billion in our own network facilities, including almost 
5200 million in local network facilities over the past 1 5  months. 

For tlic goals of the Telecon~munications Act to become reality, public policy must be 
~.espoiisivc to tlic evolving tclecommunications landscape. There are several critical ways in 
wliicli I l ia(  Ixitiscapc has cvolvetl, each of which i s  critical to the goals of the Act. 

Telecommunications has become an industry of integrated services and networks. 

Voice, data, local. long-distance, telecommunications, and information services are 
rap~dly  mersing. This is evidenced, for cxamplc, in thc many bundled products offered by 
iiuinerous carriers i n  the marketplace, including McLeodUSA. Fundamentally, customers are 
demanding the ability to move information over integrated facilities without regard to whether 

such distinclioils simply do not matter. Much as the supply of electrical energy is a “kilowatt” 
husincss. tlic capabiliLy o f  ineeting communications needs is rapidly becoming a “ltilobit” 
hsiness.  Unlcss competitols retain access to the loops and other elements necessary to provide 

lhere is a “telecommunications service” or an “information service” involved. For the customer, 
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~ h c  i ntcgIu~ecl tclccotnmunicatioiis scrvices demanded by customers, effective and irreversible 
compclition cannot be sustained. 

Wircline providers of  integrated services need full and complete access to incumbent 
carrier connections to end users. 

Thcrc are millions of miles of existing local telephoiie network plant currently in place 
thoughout the Unitcd States. 
addition and upgrade, based on available technology. There is no reasonable expectation that a 
ubiquitous competing network will he available any time in the foreseeable future. 

I This network is, and has always been, subject to continual 

As a rcsdt, to bring competition to customers, the incumbent’s network must continue to 
he available to competing providers to meet any and all needs of customers for services that the 
r acilities : ’ ’ arc capable of providing. Competitive providers, of course, must also continue to pay 
thc costs o l  llic networks elements they purchase. But a ruling that any end user connections of 
Ih; i t  local network plant arc not necessary for competitors, or are not necessary for particular 
uscs, will limit or eliminate competition for those services because the barrier to entry will be 
prcclusively high. The result will be a duopoly between RBOCs and cable companies, with 
highei- prices and lowcr service quality for consumers. This is inconsistent with the goals ofthe 
Act  and will cripple the development of competition. 

Transport connections must continue to be available to competing providers. 

C’tistomer connections currently are concentrated at existing local exchange carrier wire 
cciiters. As a rcsul~.  that is where competing providers also aggregate traffic from customers 
sewcd out o f  the incumbent carrier’s wire center. This aggregation can take place either at a 
competitor’s collocation space, or through multiplexing of loops on dedicated transport (EELS) 
for transmission LO altcmate switching facilities. I n  cither case, transport is required to move this 
traffic to ii conipetIng carrier’s switching. Because no ubiquitous transport network other than 
t l ic  incumbent carrier’s network exists, limiting access to these transport facilities will restrict or 
cltininatc customer choice in service providers. Consequently, transport connections must be 
made a\:ailablc to competing providers for competition to succeed. 

Pricing for network elements provided by incumbent carriers should be based on 
TELRIC. 

McLcodUSA helieves that c o n ~ p e t i ~ ~ ~  camiers inust pay fairly for the network elements 
thcy usc. This is, i n  fact, the very essence of the TELNC methodology adopted by the 
Commission. Therc is alniost no merit in any  of the arguments against TELRIC pricing that the 
incumbent c;irricrs have raised. That methodology is conceptually correct because i t  fairly 
cotnpciisates incumbents for both a return of, and a return on, their capital, and it has been 

I I Ill\ i i e l w ~ t k .  51 l i i c l i  was largely constructed during a Lime when ILECs had their monopoly rates set to allow them 
10 iucm cr hiitli il i’ctiirn rilarid a rriuin on theil- Invested capital, IS beyond the abifiry o fany  company to duplicate 
““l‘i),. 
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tiphcltl by the United States Supreme Court in the face of exactly the same arguments that many 
incuiiihcnt cai-i-icrs continue 10 make. 

Each ofthesc issucs is examined in more detail below 

Telecornmirnicrtions Has Become An Industry Of Integrated Services And Networks. 

We coiiiniend the Commission for its market-based approach to telecominuiiications 
issucs. McLeodUSA, as a competitive provider of integrated services, understands the 
requirements of markets very well. We also understand that, when the requirements of 
customers arc changing, the response of service providers, and of regulators, must also change. 
One of the chaiiges that is currently underway is an evolution from a world of differentiated 
scr\jiccs with individual characteristics to a world where suppliers provide customers with the 
abilily to inovc information without regard to the nature of that information. That change has 
iiiiport;tiit ~mplicatioiis for the issues currently beforc the Commission. 

Customers cxpecl integrated serviccs unrelated to historical distinctions between voice 
and d a ~ a  services, or to regulatory classifcattons such as local service and long distance service, 
or “~clecoiiiinunications services” and “information services.” If facilities are in place that are 
technically capable of providing certain services, regardless of classification, customers will 
cxpect Ihosc scrvices to be available. Customers should not have to consider, or even be aware 
01.. legal ntiiliiccs relared to how their premises equipment interacts with network facilities and 
intelligence, m d  whethcr the result falls into a category called “telecommunications services” or 
il category called “information services.” The integrated services at the foundation of 
tcICcOiiiiiiunications markets are not susceptible to such distinctions. 

‘IItci.c 1s ample cvidcnce of this phenomenon in the marketplace. Numerous carriers, 
includiii~ both McLeodUSA and RBOCs in slates where they have received long-distance 
aulhority pursuant to Section 271, offer bundles of services for the convenience of the customer. 
These bundlcs arc frequently designed to oPfer customers a particular functionality without 
regal-d to historical service categories. McLeodUSA finds i t  peculiar that Rl3OCs in particular, 
d i o  liave gained the ability to offer integrated services by complying with the “competitive 
checklist” irequirenient to offer UNEs, are now advocating a restriction on the ability of other 
coinpanies to provide the same integrated packages using unbundled loops. 

To ils credit, the Commission has had in place for several years a framcwork which 
I ; t i -yel~ a l lo~vs this transparency for customers. The distinction between “infomiation services” 
ant1 “telecoininLiiiications services” has been of little interest to customers because of the 
Coinmiss ion ’s  ti.catment of infonnation services as containing a component of 
~elecoiiiiiiiiitications services. 2 This treatment, which was embodied ill the Telecommunications 

- \Cc I i avc  ii~cil llie ciiiieiit “telcc~)rmnu~iications serviccs’’ and “infomution services” distinctions, instead of the 
cai lies btit analogous “hasic services” and “enhanced services” terminology, for the purpose of consistency. See In 
Rc’ ~[ , i l~ , i - i i l~ ,S i ( i i i ,  h i i t  8rx1i-d o n  Uiiil~iwnl ~SCWIW, “Report to Congress,” FCC 98-67, CC Docket No. 96-45 
(Apr i l  IO .  I 9 % ) , a t p .  1 2 .  
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Act. allows coinpetitors to provide a “telecommunications service” using unbundled network 
elements. and Ihen to add thc functionality constituting a n  “information service.” As a result, the 
ciistonier i iccd not be concerned with the regulatory classification; they need only know whether 
their sclccted provider has tlic technological capability to provide the services they want. This is 
an cssential element i n  providing customers with a meaningful choice of providers. 

One of thc key proceedings currently pending before the Commission is the Broadband 
hl’RM. Although that proceeding specifically addresses wireline broadband internet access 
sct-vices’. ihc Commission has recognized that that “the ternis ‘broadband’ and ‘broadband 
sci-\riccs’ are elusivc concepts, as they havc come to inean inany different things to many 
different p ~ o p l c . ” ~  In today’s world of fully integrated services and networks, these lines 
bccome even inorc blurred. For cxample, a 200 kbps service which the Commission would 
typically classify as “advanced” or “high 
I I C C C S S .  multiple voice channels, or a combination of all three, perhaps even changing 
t l ya i i i i cn l l y  dcpcnding upon lhc needs of the user. Questions such as whether a 200 kbps 
wnncction L I S C ~  solcly for niultiplc voice channels qualifies as an “advanced service’’ are 
iiilierent in  a I-cgulatoiy process which contains separate rules for “broadband” facilities, but they 
ai-e incrcasingly in-elevant to customcrs who demand full capabilities from an integrated services 
p 1-0 vi d cr. 

could be used for data transmission, internet 

What is relevant to customers is having a meaningful choice of sound, facilities-based 
suppliers of integrated services that meet their needs. McLeodUSA is, and intends to continue 
and grow as, onc ofthese suppliers. In order to continue being a viable supplier, however, any 
cvmpctitive carrier must have access to the critical bottleneck facilities of incumbent carriers that 
cannot he economically or practically duplicated; and i t  must have equal access to those facilities 
for 11ic purpose of providing any amount o1“‘kilobits” that consumers demand. No provider 
trying LO cntcr the market to provide electricity could compete based on rules that required i t  to 
rcll prospectivc custoniers “I can provide power for your lights, but you need to find someone 
clsc to providc pouei- for your telcvision and computer,” while its primary competitor is not 
stiI)jec[ Lo lhc samc limitation. And no provider of“kilobits,” including McLeodUSA, can 
cotnpele if the ground rules deny access to incumbent carrier connections to end-users that are 
capable of cai-rying over 200 (or any set number of) kilobits per second to customers. Yet this 
rcsiilt is precisely what some incumbent carriers are advocating in the Brouclband NPRM. 

The e l lec t  on competition orthese types of restrictions is not simply to limit CLEC 
acccss to USL-type broadband services that iuay be offered by incumbent camers. Rather, the 
risk is that I I I C ‘ s  w i l l  seek to use a permittcd distinction between broadband and other 
Iclccomnltinicalions scrvices as a nieam to rcstrict access to the unbundled loops over which all 
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integralcd serviccs are provided. This would effectively deny that competitor the advantages of 
iiii integrated network to provide thc services that the customers demand. The result would be to 
cffcctively stifle competition at its roots. ConsLinicrs will be denied the benefits ofcompetition 
undei. such a restriction. 

Foi. coiiwincrs to truly heirefit froni competition, their choice must include more than a 
rorccd cluopoly hetwcen companies with monopolistic histories and tendencies. The need to 
cnsure a meaningful choice of suppliers should be paramount in the Commission’s consideration 
ofbrnadhand issues. A n  integral part of the consideration should be the Commission’s own 
authority to cnstire that consumers have the choices envisioned in the Telecommunications Act. 
For cxamplc, i n  thc Broriilhaiid NPRM,  the Commission has proposed to treat ILEC broadband 
scr\!ices as interstate infonnalioii services tinder Titlc 1 of 47 U.S.C., rather than as containing a 
“tclccoinmuiiications services” component under Title 11. The language of 47 U.S.C. Sec. 
251 ( e ) ( ; ) ,  however, limits the usc of unbundled network elements purchased by McLeodUSA to 
providing a “lclecoininunications service.” Because of this, it is virtually certain that RE3OCs 
~vo t i l d  coiilcst McLeodUSA’s ability to use unbundled loops to provide “broadband” services 
( (ha t  is. services niovinz a lai-ge number ofkilobits), if the tentative conclusions ofthe NPRM 
ai-c ultiniaiely adopted. Until McLeodUSA and other competitive carriers are assured effective 
access I O  altcrnativc sources of loop facilities for LISC in providing broadband service to end 
users. \\e hclieve that a changc i n  classification such as that proposed in the NPRM would 
eliminatc a n y  nieaningfiil choice for C O I I S U I I ~ C ~ S .  

McLcodUSA recognizes that the Commission’s ancillary jurisdiction under Title I may 
iiIlo\v i l  to contiiiuc to impose some level o f  regulation on such services. This jurisdiction, 
liowc\ er, is au anemic substitute for the broader powers of the Commission under Title 11. 
Commission ,jurisdiction to irequire nondiscriminatory, timely, and efficient provisioning of loops 
for use i n  providing competitive broadband services to end users is uncertain under Title 1. To 
ircly on this jui-isdiction serves to create additional uncertainty, including a potential new grounds 
for court appcal“. at a time whcn the primary need of the industry is for increased certainty. 

To the exleiit that hroader tlexibility i n  RBOC provisioning of broadband services to cnd 
Lisci-s is wanantcd because of intennodal competition, the Commission already has the 
appropi-iate proceeding underway.’ There is no reason for this concern to influence the more 
ft~ndanicnlal question of competitive. access to the underlying wireline facilities needed by 
competitors to integrated provide services to customers, without regard to whether those services 
a1.c broadband, dial-up internet, or voice. Until there are alternative sources of such underlying 
tvlt-elinc facilities available 10 provjders thi-ougli a functioning ubiquitous wholesale market, the 
Title I I  classification o f  the lransport used to provide broadband services must remain intact. 
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‘ l hc  Cominission should reject attempts to “fcnce off’ certain loop facilities from use by 
conipclitors. on the grounds that rhose facilities are “broadband,” “contain fiber,” or for any 
oIIicr similar rcason. All these distinctions are meaningless to customers, who arc interested in 
real choiccs, rohusi services, timely provisioning, and fair prices. In a kilobit world, a limitation 
on access to loop facilities based on the “amount” of kilobits provided places new entrants i n  an 
impossihle posilion. Ultimately, such a decision would deny to customers the choice of 
providers that they want and deserve, as contemplated by the Telecommunications Act. 

Wircline Suppliers of‘ Integrated Services Need Full and Equal Access to Incumbent 
Carr ier  Connections to E n d  Users. 

Cvcn without a limitation on the volume ofkilobits that can be carried over incumbent ,: ~ i c i l i l i e s  . ’  ’ ’ 

heconling rcality. There is no ubiquitous wireline network other than the network of the 
incumhcnt local exchange carriers, and there is no reasonable expectation that a competing 
ubiquitous nctwork will available any time in the foreseeable future. The only existing 
“compcting” fiicilities for intcgrated services are existing cable plant, which is available 
priniarily to 1-esidential customers. As a result, denying competitive telecommunications 
providers acccss to wireline facilities for use in providing integrated services is likely to result, at 
best, ill a duopoly lor residential customers, and a monopoly for business customers.* Customers 
wil l  not hc happy wi th  this rcsult, and neither should regulators at either the state or federal 
Icvcls.  

leased by incw entrnnts, barriers exist today that can prevent a competitive future from 

With facilities fully available, however. other companies committed to competition for 
integrated scrvices could constrain lhe monopolistic tendencies of both incumbent 
telecommunications carriers and cable companies. As I result, to bring irreversible and effective 
compclition to customers, the key elements of the incumbent network must be available to 
cmnpctiiig pi-oviders on an unbundled basis pursuant to Section 251. The single most important 
of Lliese elenieiits is the connection between the RBOC’s central office and the end-user: the 
loo11. 

Onc of.Ihe most crilical elements affecting our ability to migrate customers on-switch is 
iiontliscriminatory access to all types of loops. McLeodUSA has specifically avoided migrating 
types o l  Iiiics known to be especially sensitive to loop quality (for example, lines to which 
modems, [ax machines, or credit card validation terminals are connected) because of the risk that 
the customel- wi l l  experience service problems as a result of the inferior loop that is likely to be 
delivered to McLeodUSA by the RBOC. The crux of this problem lies in the RBOCs’ 
uiiwi Ilingness to provide nondiscriminatory access to IDLC-provided loops. 

eii i l ic  cletnoi~sriaicd icndency fo r  both KBOCs and cable companies to merge rather than  compete, one might 
cilw ~ ~ i i c ~ t i o i i  w h r i h c i ~  a rxit rnarkei division would rcsiilt 111 a monopoly supplier In both markets. 
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A s  H general matter, incumbent carrier retail customers today are served by one of three 
types of loops. First, the customer may be on a connected-through copper loop, with a direct 
analoy electrical connectiou betwceu the customer’s network interface and the central office 
main distt-ibutioii frame (MDF). Second, the customer may be served by a universal digital loop 
cat-ricr (UDLC) system, in which a customer is connected via a copper subloop to a remote 
tei~minal (RT) iii which an analog-lo-digital (AID) conversion is made, then via a digital (either 
electi’tcal or optical) Lransmisston system to a central office terminal (COT), where there is a 
digital-to-analop ID/A) conversion back to DSO level before connection to the MDF. Finally, the 
ctistonier may he served by integrated digital loop carrier (IDLC) system, in which a customer is 
connecrccl w a  a coppcr stihloop to a remote terminal (RT) in which a analog-to-digital (AD) 
conversion is made, then via a digital (typically optical) system to the central office switch.’ 

When a ctistomcr on a connected-through copper loop or a UDLC system switches to 
McL,codUSA as a local service providcr, that customer would typically remain on the same 
physical loop. and thus the quality of the loop received by McLeodUSA would generally be the 
s m c  ;is the qualily of (he loop used by the RBOC to serve that same customer. When an RBOC 
customer currcntly served by IDLC chooses to switch to McLeodUSA, however, that customer is 
I-emovcd h m  the IDLC and moved to either a connected-through copper loop, or a UDLC 
sysiem Thc rcal-world effects, on both customers and competitors, of the refusal to allow access 
LO IDLC-pi-ovided loops is trcmendous. 

When a n  IDLC-provided loop is moved to a copper loop or a UDLC system the customer 
cat1 expcrieiice a subslantid degradation in service quality, for both voice and dial-up data 
scrvice applications such as Tax machines, modems, and credit card validation machines. It is 
impoi-taut to note that this degradation affects not just what might be considered as “broadband’ 
SCI-vice. but standard “narrowband” services as well.“’ For example, a customer moved from 
IDLX to UDLC will  experiencc a minimum of one “new” D/A conversion, and is very likely to 
cxperience reduced modem speeds as a result. Even Cor standard voice services, moving the 
ct~s~oiiieI olT IDLC can result in reduced voice volume and corresponding customer coniplaints. 
I t  is also impoi-tant LO recognize that the loop qualification and makeup data does not provide a 
mechanism to anticipate these problems, since that data only pertains to the makeup of the 
customer’s cxistiiig loop. In cases where tlic customer is moved from IDLC to UDLC or a 
coiineclcd-tlirotigli copper loop, no information is available to competitors about the 
chai-actcristics of the loop to which the customer will be moved. 

‘T1iei.e IS  also no cffcctivc way Tor competitors to anticipate this problem in advance. 
McLeodIJSA rccords inay iiidicate whether, at the time of installation of service, a particular line 

” I!~ldel. sn~,ie c1rc~111isra1icrs. a d ~ g ~ t a l  crossconnect system (DCSI may also be installed between the IDLC and the 
5 W i I C l l  

I O  l’lie i i icrr l i c 1  tha t  a c~~s to~mer  may br fnrced lo changc loop technology when changing carriers also sub,]ects 
c i i w i i i e i ~ i  t o  a i  unnccessa~~y servicr  ~nterruptlon w h ~ l e  the serving loop is converted from IDLC to either UDLC or 
a i‘onnectetl-tlirot~~h loop. A n y  problems occurrmg during this conversion serve only to increase the out-of-service 
time a n d  rrrult~ng cub tome^ inconvenience, glving the perception that the competing canier is unable to ptovide 
adcqiiatc rervicc m e n  though tha t  carrier lins no control Over [he situation. 
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wiis being used as a modem, fax, or credit card ~~a l ida t ion  line. Customers have a reasonable 
expectation. howcver, that any line purchased from McLeodUSA (or any other supplier) will be 
suitable foi- such a use. As a result, lines used for this purpose can change over time, without the 
kiiouledge of the scrvice provider. Under these circumstances, there is no way to identify in 
advancc whetlicr a given line will present a problem; McLeodUSA must simply await a trouble 
rcporl from the customer (with lhe concomitant customer disappointment and the appearance that 
A~1lcLcoJL;SA lias done somelliing "wi-ong" to cause thc problem). 

rlic fi-equency with which we experience these problems depends upon the penetration of 
IDLC' systems in  McLeodUSA's target markcts. The penetration of IDLC in existing loop plant 
is generally related to the amount of growth and the age associated with the infrastructure in the 
niarket. For example, in Arizona Qwest reports that about 21% of its total loops are provided via 
lDIAC." A n d  i n  Richardson, Texas, there is a particular central office where McLeodUSA has 
esrablislicd a collocation but has iio access to unbundled loops in high-growth areas at all, since 
SBC has inst;illcd IDCL to serve 311 customers in the C0.I' 

As a short-tenn response lo avoid undesirable customer impacts, McLeodUSA has also 
atrcmpted to miniinire prohlems by simply not migrating lines from UNE-P to our own switches 
u licrc we hclievc therc is a substantial likclihood of a problem. For example, we have to date 
delibcralely avoided migrating over 61 00 customer lines because of the inferior loops we receive 
fi-om the RBOCs, and have i n  fact had to establish a process to "de-migrate" certain lines from 
mvn switching facilities, and move them back to RBOC switches, because of the inferior loop 
connections we rcceivcd from the RBOC during the move to a McLeodUSA switch. We 
anticipatc [hat. of about 450,000 existing McLeodUSA lines remaining to be migrated oil-switch, 
oLer 80,000 lines (more than 17%) will be lines with the potential to experience loop quality 
problems during the migration. These problems result from the failure of RBOCs to provide us 
w t h  ii loop cq~ial i n  quality to the loop they provide to themselves. 

This is in01 a transitory issue, and i t  is clear that the effects of these loop quality problems 
arc Liltcly to liccome even pronounced in the future: 

RBOCs will continue to deploy increasing quantities of IDLC. In 
many areas, this seems to be the preferred long-run technology. For 
example, the Wisconsin Public Service Commission found that based 
on Ameri tech's construction forecasts, TELRJC prices should be based 
on a network consisting of50% IDLC and 50% UDLC. (Investigation 
lriro Amer.ilech Wlscoiisin 's Utihundletl Network Elements, Docket No. 
6720-TI-161, March 22, 2002, at p. 131.) 

Custonicr's will conti~iuc to demand high-quality loops in order to meet 
their needs for data services and acceptable voice quality. 
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Any reduction in the availability of unbundled switching will cause 
additional demand for loops provided over non-IDLC facilities. 

Reduced maintenance costs resulting from the use of IDLC will 
continue to drive additional IDLC deployment by RBOCs. 

The lack of equal access to IDLC-provided loops can also prevent a competitor from 
eiilering it inlarkel a t  all. As competitors gain more customers, the quantity of available 
connecIcd-tlirou~l~ copper loops and UDLC loops will eventually he “consumed” by CLEC 
customers. Oncc these existing facilities are exhausted, CLECs niust either cease adding 
customers. or pay the frequcntly-exorbitant (and non-TELRIC-based) “special construction” or 
“iiicilities modification” chai-ges imposed by the RBOC. For example, McLeodUSA has been 
asked to pay inorc Ihan 574,000 and wait at least sixty days for the installation of single DSL- 
capablc loop tn a customer wi th  existing service provided via IDLC. Clearly, i t  is not possible to 
cffcctively compete under ihcse conditions. 

Opponents of IDLC unbundling generally do not contest these significant quality of 
servicc and competitive concerns. Rather, they respond to these concerns by asserting that it is 
not technically feasible for them to unbundle loops provided over ILDC. I’ This is not a new 
ai-gumcnt: over six years ago in the Firsf Rcpot-r utztl Order, the Commission rejected RBOC 
ai-gunients that i t  was not technically feasible to unbundle IDLC-provided  loop^.'^ The modem 
generalions of IDLC make the FCC’s original conclusion even more compelling. Most “Next 
Ceneiatioii” lDLCs (Lucent, Fujitsu, Zhone) are designed to service multiple carriers froin a 
singlc IDLC chassis. This IDLC equipment can he configured to provide for separate interface 
goups.  These interfacc groups are logical subdivisions of the IDLC chassis. Different carriers 
arc then assigned an individual interface group. Typically there will be anarrowband and 
broadband partition to these assignments, with narrowband partitions being used for POTS 
seivices and broadband partitions for higher speed access (TI,  xDSL). 

U N E  loops providing traditional POTS services are terminated to the lDLC on the 
nari-owhand Ipoi-tioii o f  the equipment. UNE loops used for higher bandwidth services (which 
may include inLiltiple voicc lines) are terminated to the IDLC on the broadband portion of the 
equipment. From the lDLC in  the RT or the CO, these loop connections are routed to the 
appropriate carrier’s interface group and sent to that carrier’s switch or collocation via a 
ct.ossconncction and transport at the DSI or DS3 (or higher) levels. 

Equipment vendors may each have different variations on how this function is performed, 
h u i  (he effect i s  basically the same. These typical methods of segregating narrowband and 
hroadband I J N E  connections can he used to “unbundle”UNE loops provided via IDLC. 

It rlii, c l i l i i i i  IS [!me. i t  is appropriate lo qiiesrton wlielher deploying such equipment should trigger the iietwork ,: 
Lliaiigc i io[ i l icat iot i  reqiitrenienis o f 4 7  CFK Sec. 5 1.325. 

14 
t i i i  h’vpoi-i oi l / /  Oi~dci.. Pal. 5x3. The C:ommission found that a contrary holding would deny customers served 

h!, It1I.C a i l  cqi ia l  clioice ofcarr~ers. and would encourage RBOCs to ‘“hide’ loops from competitors through the 
I l < C  l,fIDL(‘.” Il l .  
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I t  is true that certain oldcr IDLC equipment niay not be able to perfonn these functions 
eflcclivcly. or may  have limitations on the number of interface groups available. But we believe 
[hiit these siltliltions are liniited, and do not represent the technical barrier claimed by incumbent 
carricrs. I 

Ensuring effcclive access lo these connections to end users is the key to providing 
inieaningtul choice to consuniers. One orthe most contentious issues before the Commission in 
thc TI-iennial Review is the availability of unbundled switching (rather than unbundled loops). 
Bccatise unhtindled switching is purchased only for use with unbundled local loops, the 
coiiditions tinder which loops are provided will influence the demand for unbundled switching. 
I t  will he extremely difficult for the Commission to conduct an appropriate “impairment” 
aiialysis lor unbundled switching without first ensurins access to sclf-provisioned switching, 
wliich wil l  only be feasiblc if equal wailabili!y of stand-alone unbundled loops is ensured. 

Specitically, if unbundled loops are provided in  conjunction with unbundled switching in 
i i  manner or contigtiration different than the manner or configuration in which unbundled loops 
iiic providcd on ii stand-alone basis, those differences will distort the demand for unbundled 
s\vitchiiig. For example, if the loop provisioned as part of a “loop plus switching” bundle is 
qtialitalively superior, or if the provisioning process is easier, faster, or less expensive, than for a 
stand-alone loop, thc demand for unbundlcd switching will increase not because of a desire to 
usc the swikhing, h u t  bccause ofthe desire to take advantage of more favorable loop 
pi-o\~isioniiig condilions or avoid the pitfalls of using an inferior stand-alone unbundled loop. 
This infrioi-ily sei-ves to iiicreasc (lie demand for tinbundled switching above the levels that 
would prevail i f  equal access to stand-alone loops were guaranteed. As a result, i t  is not possible 
to lhave a n  accurate picture of the state orthe market for unbundled switching, since differences 
in loop quality and availability substantially impact the demand for unbundled switching. 
Convcrsely, it IS only after equal loop availability is guaranteed that an accurate “impairment” 
analysis can bc conducted. 

For the reasons noted above, it has been McLeodUSA’s experience, gained during the 
migration of over 250,000 customer lines from resale and UNE-P to our own local switching 
p1;ilfonii. that  it can bc subs~antially easier to obtain an unbundled loop in conjunction with a 
s\\itch ]poi1 l l ian i t  is to obtain a stand-alone t in bundled loop; and that the stand-alone loops are 
ortcn subslantially inferior in quality to loops purchased in conjunction with unbundled 

’~ 111 I)articulal. Mcl.eodllSA believes that Alcatel  has not yet Included this functionality in lhe cunent versions of 
, I C  Ini~c’ sof inare .  W e  hcl lcve thal Alcntel. l lkr  other manufacturers of comparable equipment, does have the 
tecliiiica/ ability to piovidc this functionality, hut  that i t is not yet generally available. Based on conversations with 
Alcsrr l ,  wc hclirve that tliis r t~nct~onal~ry will become available i n  t h e ~ r  !next general code release. McLeodUSA 
i i i i r lersra i ids t l i i l l  ,2lca1cl eq i i ipn ie~ i r  has hccn \viclely deployed by incumbent LECs. It is also undeniable that 
~iicumhciil  I.I:(’> Iiaw :iliiiost 110 Incrnti\ c 10 pIess li>r l l ie  Iolloiif ofthis functionnllty 011 tlleir own. Adoption by the 
(‘oinnlishioii ol ’ t l l c  ,srai i i lnlds u’hicli riiibody this fiiiictionality as pal-t oftechnology for unbundled local loops would 
clearly S C I W  to  ~ p c c d  dcploywni.  
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11, 
SM itching. 
to ricccss to stand-alone unbundled loops bcfore it deteimines whether the elimination of 
unbundled switching in some or all markets is appropriate. To do otherwise is to render any 
Cominission impaiiinent analysis regardins unbundled switching incomplete and invalid. 

As  a res~ilt, it is critically important for the Commission to resolve the issues related 

Bccause RBOCs typically provide i n h i o r  loops to competitors when a customer i s  
si& itched from an IDLC-provided loop, the demand for switching is increased. This, however, is 
only one oftlic factors which serves to artificially increase the demand for loops bundled with 
SM itching. Several other limitations affect the ability of McLeodUSA to efticiently use stand- 
a1011t‘ loops: 

Because of the need for technicians to nianually cut over loops which 
are switched to competitors, RBOCs typically impose limitations on 
[ l ie number of conversions from UNE-P to stand-alone unbundled 
loops that be perromcd in a given CO i n  a given day. Although the 
RBOCs are not willing to provide written documentation of these 
limitations, they are imposed as part of “projects” to migrate 
customers from UNE-P to McLeodUSA’s own switching. We have 
typically found SBC to be most restrictive in the “old Ameritcch” area, 
with a universally-applied limit of 25-35 orders per CO per day. 

When cusiomers are switched from IDLC-provided loops, RBOCs are 
iinwilling to provide a “coordinated” hot-cut. Instead, we are told only 
(hat  thc conversion will happen sometime during a particular business 
day. As a rcsult, McLeodUSA is unable to tell its prospective 
custoincr when the customer will be out of service during the cut-over 
process, wi th  thc resulting perception of service quality problems. 

Wlien McLeodUSA serves a customer using UNE-P, the interval to 
switch the customer to McLeodUSA service can be as short as the 
same day. This is consistent with the RBOC’s performance for its 
own customers, which shows (in ARMIS data) typical installation 
intervals of 1-2 days. The shortest interval over which it is possible to 
obtain an unbundled loop is four business days. 

RBOCs do not universally provide an adequate electronic method to 
identify whether or not a loop is served through a remote terminal. In 
some cases, the data is incomplete. In others, it i s  simply wrong: The 
loop inakeup information in the preorder process does not provide any 
indication that a loop is served from a remote terminal, but two days 

111 addition. Ihc ~ i i ~ i i i ~ c c u n i u g  charges to purchase a loop plus switch port combination are typically substantially 
les,$ t l i i l i i  tlinw dssiicialcd wi l l i  purchasing a stand-alone UNE loop. This result from tlie relative ease of purchasing 
[l i t  cunibinatioii. comparcd ro the cuinhcrsornc and costly manual process used to provision most stand-alone 
~i i i i~ i ind lc i l  Ihiops Tl i cc  lattci c i m  arc lurrhcr inflated by the lahor-intensive process used to provide stand-alone 
L U E  Iiiups loi C I I S I O I l l C I S  cunently served \‘la IDLC. 

i < ,  
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helhre the actual conversion we will be told that an RT is in use. This 
invariably requires that the customer’s conversion be rescheduled. 

Tbc Customer Service Records (CSRs) that McLeodUSA receives 
\vlicii conuerting a custoincr to a stand-alone loop frequently is 
Incomplete with respcct to data s~ich as off-premise extensions, dual 
ring circuits. distinctive ringing. and intragroup dialing. 

RBOC ED1 systems frequently do not provide the same information 
and capabilities as their “toolbar” systems, thus making i t  difficult for 
McLeodUSA to take advantage of the efficiencies of EDI. 

McLcodUSA continually encounters in RBOC ED1 systems “System 
Dcfects” that hinder their ability to meet the company line count 
lorecast projcctions and customer delivery dates associated with 
product platform conversions. Most of these defects cause 
McLeodljSA to reverl rrom an electronic ordering mechanism to a 
manual ordering process, with resulting increased head count, loss of 
productivity, and missed customer delivery intervals. 

Tliese Ilctors each liave a direct affect on the experience of customers who 
clioose service froni McLeodUSA. Bccausc of the inability of McLeodUSA to obtain 
cqui i l  ~ C C C S S  to  loops (in ternis of hoth quality and provisioning), customers can 
cxpericnce degraded service, delaycd convcrsioiis, inoperative features, improper 
tlii-ectoi.y listings, or a host ofothcr potential problems. These are not just hypothetical 
isstics hi- cmtoiners. In eacli case. the problem can cause the customer to question the 
coinpctcncc of i t s  new local service provider. The fact that the problem may be neither 
caused hy nor wi th in  the control ofthe CLEC is generally irrelevant to the customer. The 
customer knows only that things used to work without problems, but that after switching 
sci-vicc to a compelitor problems arose. This alonc can be enough to sour customers on 
thc competitive process 

Both loop qtiality and provisioning differences serve Lo artificially increase the 
demand for tinhtindled switching. As aresult, for the Commission to be able to 
tlctcmiinc the actual demand for unbundled switching, these differences must be 
ellminatctl. Specilically. thc Commission must include requirements in its rules for 
pi.o\:isioiiing standards and treatment of I DLC-pi-ovidcd loops in particular, and all loops 
iii gcncj-LiI, :IS ill1 integral part of any reduction in the availability of unbundled switching. 
I l c s c  requirements i i icl ude: 

Loops provided over IDLC shall be available to CLECs via either a 
DCS or a subinterface on the TDLC. These loops would then be 
available digitally (without D/A conversion) for connection to the 
CLEC collocation space, or for connection to multiplexing and 
transport Cor delivery to the CLEC’s network. 
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Costs o f  providing access to IDLC-provided loops would be calculated 
iis part of thc overall costs of loops tinder TELRIC, and thus would be 
reflected in recurring loop rates. No “special construction” or 
“facilitics modification” charges would apply. 

I f  multiple loop architectures servc the same customer location, the 
CLEC shall have tlie choice of thc loop architecture that will best meet 
lhc customer’s needs. 

When a customer changes to a different local carrier, an RBOC shall 
not placc thc customcr on a different loop or another loop architecture 
than that currently used to serve the customer, without the consent of 
[lie new local carrier. 

Access to dctailed outside plant information from the W O C s  
(including coppcr pair assignments, cross-box information, and 
distribution area information), including but not limited to outside 
plant infoinlation on all loop or loop coinponcnt inventory that could 
bc used to provide service to the customer premise. 

Access to detailed information about pair gain technology (UDLC or 
IDLC) deployed in an area, including vintage, manufacturer, model, 
and  capacity (ports/cards available). 

Access to detailed information about transport technology used 
Ihetween a RT and the CO, including thc configuration of the transport 
~ n d  ti-affic characterislics. 

Complete DCS assigiinient information, sufticienl to allow for proper 
routing of all channels to the carrier selected by the customer. 

Ability to efkctively multiplex loops, including DSO loops, for 
combinalion with dedicated transport for transmission to the CLEC’s 
network. 

0 

IJnbundled digital transport, available from an RT to a CLEC’s point 
o f  interconnection. that could be provisioned in advance and be ready 
Ibr iinmediate tnigration of loops served from the RT through CFA 
assignments. 

Oncc established, these standards would provide a specific “checklist” for use in 
dctennining where a phase-out of unbundled local switching is appropriate. Once the 
cniidllions iii tlie checklist have been finalized and met, a phase-out of unbundled 
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switching could begin. I n  such a way, the Commission could promote facilities-based 
compelition while 3L the sanic time ensuring thal thc overall pro-competitive goals of the 
Acl arc met. Thc kcy to this process will be tlie Commission’s recognition of the fact that 
tlie 1ii;irkct for unbundled switching cannot be viewed in isolation from these critical 
issues burtotinding the unhundled loops 10 which that switching is connected. 

li 

O~COLI I - s c .  cveii these slandards will not be sufficient for equal loop provisioning 
in llic long run. Over the course o f  the nexl Triennial Review, the Commission should 
~ i i ~ i l c c  i i  concerted effort to understand electronic loop provisioning (ELP) and the issues 
sui-1-ouiidins E L P .  AT&T has presented to [ l ie Commission a proposal on ELP as part of 
t h e  instant pi-occeding, and McLeodUSA supports the general direction of that proposal.18 
I n  the long r u n ,  lo expect competitors to efficiently and smoothly migrate customer lines 
aiiioiig t l ici i isclvcs using a process that depends on disconnecting and reconnecting a 
inq’riatl of wires in the central office is unrealistic. Even when all parties act in good 
Ilttth, the opporlunilies for mistakcs (and resulting ciislonier outages) are simply 
~in;icccptablc. Al l  carriers should work to ensure, over the long run, that loops are 
pi-esented digitally at the ceniral office, so that carrier changes by a customer can be 
achieved Illrough a software lranslalion that reroutes traffic to the appropriate carrier, 
ralliet- Lhan by ircwiring the appcarance of customer loops at the MDF. 

Allho~igli much of thc controversy in the Triennial Review is focused on UNE-P, 
llic Commission shodd not allow itself to be distracted from the key issue affecting 
ciistoiiicrs of conipctitive carriers, regardless of whether they are served by W E - P  or by 
;I standalone unbundled loop. That issue is full nondiscriminatory access to connections 
tc i  ciid tiscr custonicrs. Oncc that issue is resolved, issues surrounding unbundled 
s\\ itching can  be placed in propel- perspective. 

Transport Connections Must Continue to h e  Available to Competing Providers. 

Customer connectioiis currently are concentrated at existing local exchange carrier wire 
ceiiters. As a result, that is where competing providers also aggregate traffic from customers 
sewed out orthe incumbent carrier’s wire center. Transport is required to move this traffic to a 
competing carrier’s switchin%; and no ubiquitous transport network other than the incumbent 
c:ii.i.iei.’s iietwnt-I< exists today, or is likely to exist i n  the foreseeable future. 

’ \IcLr,,d[ : ,?A 1,s , lot pfioposiny specific details o f a  phase-out a t  this time, although any such process should take 
I~I~ICF o v u  il s i i t f i c i cn i  Litlie to allow carriers currently iistng W E - P  to move to their own switching without 
~l l l l , l i l l l I l i l l  l131~d’1Il1~1. 

Is :4 I’&T liiis advocaicd the use of ATM Ilmlsport protocol associated with ELP, and while McLeodUSA does not 
o l v c t  to l l i i h .  w e  h ~ l i c w  that the choice v f a  tramport protocol should i iot obscure the greater good ofELP itself, 
LI 11~11 IS impmanr is Ilia[ the industry move toward ELP. not ihat a specific transport protocol be used. 
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As ol.Septcmher 30. 2002, McLcodUSA had deployed 51 3 collocations in RBOC 
ccnlral o f f i ces  ihroughout our 25 state local service area. Of those, howcver, only about 
25% are linked dircctly to McLcodUSA's own fiber optic network. All the remaining 
collocations rcquirc ihal McLeodUSA purchase transporr from some other provider in 
oi-tlei- to connect to the customers served by the collocation to McLeodUSA own 
switching network. Of the off-net collocations. transport i n  approximately 90% is 
pudiasctl fi-om an RBOC. As a result, without the availability of RBOC transport in  
tlicsc iinstiinces, McLeodUSA would still not be able to provide service to its customers. 

l l i is  litgk pcrcentage of transport purchased from RBOCs reflects a simple fact: 
111 inosi iiistanccs. t l icre are no effective alicrnatives to such RBOC transport. It is 
Mcl.eodlJSA's policy to put-chase traiispor~ froin alternate suppliers when available, 
consistent with MclxodUSA's network needs. We find that, however, in most instances 
tlicre is simply no real alternative to the RBOC. Contrary to the arguments of some, this 
is not hccause TELRTC pricing forces the RBOC to provide transport at below cost.") 
Indeed, mlierc alternative suppliers exist, we typically find them to be less expensive than 
RBOC' TELRIC rates. It  is instead the lack of alternative suppliers that requires the use 
of'  REO(: iranspori. As a rcsul[, McLeodUSA would clearly be impaired in its ability to 
ptovidc competitivc services without access to unbundled transport. 

We iilso have continuing problems with access to dedicated transport as a UNE at 
211. L\ic  it^ oIten prcrented with situations wflherc wc are [old by the RBOC that no 
l l i c i l i ~ i e s  ai'e available wlicin transport is ordered as a UNE, only lo find that if an identical 
cIl-cuii IS ortlered as special access the order will be completed. The result is that UNE 
customers arc not ii-catcd in a nondiscriniinatory manner vis-a-vis customers for access 
pl.od LIC 1s. 

RBOC transport is also a necessity to allow service to customers in the absence of 
collocation Eve11 where no collocation has been cstablislied, a CLEC can still use its 
owii switching ljcilities if i t  can efficiently obtain access to unbundled dedicated 
ti.;iiisport (and multiplexing) for consolidation of loops at an end-office. In this case, an 
EI:L can he uscd which consolidates customer traffic for connection to the CLEC's own 
i1c[worlt: I N I I  RHO(' tl-ansport is still required for this option to be feasible. 

1 1  IS no iliiswcr to say that such transport would continue to be available from 
access larifl's. and therefore does not need to bc made available at TELRIC rates as a 
UNE. Such an argument ignores the requirements of the Telecommunications Act itself. 
For cxample, thc fact that loops and switching may also be available for purchase by 
coinpctitors a t  \\holesalc rates fi-om the RBOC (as part of local exchange service) does 
iioi climinatc the RBOC's ohligalion to make those items available on an unbundled 

I l l <  iced to imalte hnspor t  availahle as a UNE iftlic statutory require~nents are met. In 
h i s .  I n  h e  siiiiie \,\,a)/, thc availabilily of Iransporl iinder access tariffs does not affect 
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1 i t j i t  of McLcodUSA’s dependencc on RBOC transpott to serve its customers, thls 
plri i i i ly 15 the case 

Pricing for Network Elements Provided by lncumbent Carriers Should be Based on 
TELRIC. 

McLeodUSA strongly supports the requirement for competing carriers to pay fairly for 
tlic networlc elements they use. This is, in ract, the very essence of the TELRIC methodology 
adopted by i l i e  Commission. There is almost no merit in the arguments against TELRIC raised 
b> incunihenl carriers. Tlic TELRIC methodology is conceptually and economically sound, and 
Ii;is bccn upheld by the United States Supreme Court in the face of exactly the same arguments 
that  m a n y  incunibent carriers continue to make. At their heart, the RBOC’s arguments about 
pricing for LINE-P are nothiiig more than an all-out assault on TELRIC, and are principally a 
prelude lo a n  cnd,yrnc argument for higher prices for unbundled loops. It is instructive that J. P. 
Morgaii Securities has recenlly notcd that “UNE-L economics are even worse for the Bells than 
UNE-P econoinics.’”” Thus, the Commission should recognize the RBOC’s TELRIC arguments 
for what they are: (lie natural desirc of a monopoly supplier to increase the price of an essential 
itcin for conipcting customers that have no alternatives. 

Pelhaps the siniplest answer lo arguments that TELRIC-based prices for UNE-P (and, 
presumably. TELRIC: priccs for all other UNEs) are “below cost” is that this is a question for the 
States. not ihe FCC. Under 47 CFR Subpart F, the states set prices for UNEs applying the 
TELRIC methodology adopted by the Commission. Opponents of TELRIC have not been shy 
about instituting pi-occcdings to increase UNEs prices in various states, nor have they foregone 
appeals when they have not agreed with statc PUC decisions in those proceedings. The fact that 
solile coinpanics do not agrcc with the decisions in some states is hardly ajustification for a 
wholesale cliange i n  either UNE definitions or pricing principles. 

Even i f  it were the province of the Commission to set specific prices for UNEs, however, 
thc facis do i ioi support thc opponcnts of TELRIC. There is simply no evidence that TELRIC- 
based LJNE prices are in any way “below cost.” In fact, i n  the words of the Supreme Court: 

, . . what we see from (he record suggests that TELRIC rate proceedings 
are surprisingly smooth-running affairs, with incumbents and competitors 
lypically presentin:: two conflicting economic models supported by expert 
lestiinony, and state commissioners customarily assigning rates based on 
sonic prcdictions from one model and others from its counterpart. 21  
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This co~icl~isioti is biitlrcssed by McLeodUSA’s own experience. In every state TELRIC 
proceeding known to McLeodUSA, thc state commission has included in the TELRIC price both 
the return of(through a depreciaiion allowance) and the return on (through a rate of return) the 
capital that would be invested by the incumbent to provide the UNE in question. Indeed, the 
TELRlC modcl itself is bascd largely upon tlie standard Total Service Long-Run Incremental 
Cost (‘I‘SLRIC) methodology championed by thc RBOC for years for pricing many of its own 
reiail scn ices. 11 is hard to imagine how this could be anything other than fair compensation to 
the iiicuml>ent; and to conclude that this methodology somehow eliminates incentives for 
incumhcnl carriers to invest in their networks is ~ionsensical. Indeed, that is ccrtainly contrary to 
how RBOCs positioned TSLRIC when advocating for its use in the past in state ratemaking 
procwxlinSs for rctail services. 

I t  is also important to keep finnly in  mind the recent 6-year history of TELRIC. Despite 
thc hest efforts ol‘some RBOCs, the FCC’s authority to adopt its pricing rules ~ and the TELRIC 
nicthodology --  was confirnicd by the Supreme Court. Despite continued efforts to overturn the 
substancc ofthose rules, the Supreme Court in a sccond case upheld the rules on a substantive 
Imsis. 111 doing so, thc Supreme Court rejected arguments that are virtually identical to the 
arguiiicnts that some incumbent carriers are now presenting to the Commission. For example, 
the Supreme Court examined incumbent carricrs’ arguments that TELRIC-based UNE prices 
wo111d not s~iniulate invcstinent, and found that “[tlhe basic assumption of the incumbents’ no- 
stimulation argiinient is contrary to fact.”22 After carefully analyzing, and rejecting, both the 
underlying assumptions of‘ [lie arguments of incumbent carriers, and those arguments themselves, 
the Courl concludcd: 

At the end or  the day, Iheory aside, the claim that TELRIC is unreasonable 
its ii matter of law because i t  simulates but does not produce facilities- 
I>ased competition founders on fact. The entrants have presented figures 
showins Ihat they havc invested in new facilities to the tune of $55  billion 
since tlie passage of the Act (through 2000) . . . The incumbents do not 
conli-adict these figurcs, but merely speculatc that tlie investment lias not 
k e n  as much as it could havc been under other ratemaking approaches, 
and they note that investment has more recently shifted to nonfacilities 
entry options. We, of course, have no idea whether a different forward- 
looking pricing scheme would have generated even greater competitive 
investment than the $ 5 5  billion Lhat the entrants claim, but it suffices to 
say that a regulatory schenie that can boast such substantial competitive 
capital spcnding over a 4-year period is not easily described as an 
unreasonable way to promote competitive investment in facilities.23 

It should not be surprising that the Court so soundly rejected the arguments 
agaiiist I’EL,RI(’ pricing. The Coniiiiission’s adoption of this pricing methodology was 
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based 011 iiii  exhaustive consideration of the alternatives, as set forth in the First Report 
r r ~ r i l O & ~ , . ”  Despitc the continuing argunieiii of some incumbents that the Commission 
adopted unrealistic Ihypcr-cfticient network standard for TELRIC pricing, the fact is that 
thc Commission cxplicitly rejected this approach, and chose a middle ground between 
extreme efficiency and allowing incumbents to shift all costs of inefficient networks to 
new eiilrants.” I t  (lid so because the TELRIC pricing methodology adopted “most 
closely rcprcscnts the incremental costs that incumbents actually expect to incur i n  
making network facilities available to iicw entrants.”*‘ 

Rclying on ii Ionvard-looking cost methodology sends the correct price signals to 
i i c n  cmrants: Since the iicw entrant would colistnict using the most efficient technology 
;tvailahle. the TELRlC price for access to unbundled network elements should 
;tppruxini:tte the new entrant’s cost to construct thc clement. As a result, when the 
cntrant has capital available, i t  will invest in such facilities, because of the inherent 
aduntages of owiiing versus leasing facilities. Of course, some investments (such as the 
total ovei-bui Id of cxisting loop plant) are simply not possible for the foreseeable future, 
given the magnitudc of thc investment that would be required. Nevertheless, TELRIC 
pricing imaintains tlie cconomic cfficiency advantages that would be present if such 
coiisti.iictioii were feasible, while at the same time preserving the incentive to construct 
s l i o d d  t h a t  Iprovc possiblc. 

.As [ l ie Commission is wcll aware, the debate between forward-looking long run 
inci.cniciita costs and embedded costs has ii loiig history in tlie telecommunications 
industry. and the posilions of the interested parties seem to have reversed over time.” It 
should not allow the latest round of this debate to disrupt the introduction of competition 
into local telecoininunicatioiis markets. Any revisions to the TELRIC pricing standard 
will serve only to engender a new routid of coort appeals and increase uncertainty in the 
industry, at a tinic when thc rclcvant pricing issues have finally been laid to rest by the 
Suprcmc (’ottrt. Tlie Coinmission should resist the exhortations of incumbent carriers to 
incddle wi th  ‘ I  ELRlC methodology or its application. 
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Conclusion 

Mclxod LISA sharcs the Coininission’s goals for the telecommunications industry: 
a world o f  sustainable competition for all voice and data services, regardless of 
bandwidth denianded, under a regime that encourages investment in the facilities 
nccessary to give customers access to iicw and innovative services. Clearly, many parties 
In the ctincnt procccdings ai-e vitally interested in the role of unbundled switching (and 
tlierelirc U N E - P )  in inceting these goals. For McLeodUSA, however, attempting to 
i-csoliie issues stirrounding unbundlcd switching beforc issues related to loop access is 
clearly putting the cart before the horse. The Commission should not force carriers to 
iiiigrale away fi-om unbundlcd switching until is has assured that there is something 
cffective to migrate to. Only more specific requirements for loop provisioning and 
qLiali[y can provide this assurance. 

In thc Tr ;~w/ / io /  Rcview and Brourlhand NPRM proceedings, the Commission has 
11ic ~ i ~ c c l i i l ~ i ~ s ~ ~ i s  10 inove toward a future of effective. sustainable, facilities-based 
competition. To do so, however. several key points must remain at the forefront of the 
Coininission’s consitlcration: 

Telecommunications Has Become An Industry Of Integrated Services And 
Networks. Customers do not want, and will not accept, arbitrary limitations on service 
providers based 011 how many “kilobits” they provide. In a world of integrated voice, data, and 
hi-oadhantl scrviccs, customers should not have to worry about regulatory classifications limiting 
thc ways i n  which, and from whom, they can receive services. Wireline facilities necessary to 
provide service should he available to all providers for all services. 

Wircline Suppliers of Integrated Services Need Full and Equal Access to 
Incumbent Carrier C‘onnections to End Users. “Last mile” connections to customers 
cani io l  be duplicated h y  competitors within thc forcsceable future. For competition to 
[Iirivc, and for cxriers to be able to niaxiinize the use o f  their available investment 
dollars. competitors m u s t  have full and equal access to these loop facilities. Specifically, 
bai-riers with respect to IDLC, EELS, and loop provisioning systems need to be removed. 
Once equal access to loops is available, an appropriate transition away from unbundled 
swi(c1iing cu i  he achieved. 

Transport Connections Must Continue to be Available to Competing Providers. 
Reaching cnd-iiscrs without the use of RBOC switching requires either collocation, or a 
loo~~~~iit~ItipIcxing/traiisport coinbination, in  order to connect to the competing carrier’s switching 
Ipliitforni. I n  t l ie  latter case. [ransport is an  integral part of the solution; in former, it has been 
McLeodLJSA’s expcricncc that (here are no eflective alternatives to RBOC trdnsport in most 
iiis~ances. Kegardless, in  order for McLeodUSA to make efficient use ofits own switching 
eq~iipmc~it. i l  must he able 10 connect Lhat equipment to end-user customers; and that connection 
typically rcquircs transport from an incurnbcnt carrier. 
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Pricing for Network Elements Provided by Incumbent Carriers Should be 
Based on TELRIC. The TELRIC standard is theoretically correct and legally sound. 
Attempts to undermine that standard result from the desire of certain incumbent carriers 
to stiflc competition and exercise market power. Similarly, arguments that TELRIC 
provides no incentive for investmelit arc incorrect, and have been explicitly rejected by 
the Suprcmc COUII. Thc Commission sliould not retreat from the TELRIC standard. 

Wc look forward to the opportunity to discuss these thoughts with you at your 
conveniencc. 
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